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SUBJECT: Excl usion/ Survivor Annuities Received from Retirenment from Armed Forces

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSISOF BILL ASAMENDED 04-06-2000 STILL APPLIES.
X OTHER - See comments below.

SUWARY OF BILL

Under the Personal Inconme Tax Law, this bill would exclude from California gross
inconme all federal mlitary retirenment benefits or paynents received under a
federal Survivor Benefit Plan, the Retired Serviceman’s Fam |y Protection Pl an
and the Suppl enental Survivor Benefit Plan.

SUWWARY OF AMENDMENT

The May 8, 2000, amendnents deleted the bill’s prior |anguage regarding the
exclusion of the first $20,000 of military retirenent pay and certain |egislative
findi ngs and added the | anguage di scussed in this anal ysis.

The anmendnents descri bed above resolve the policy and inplenmentation
consideration in the department’s prior analysis. The renmninder of the
departnent’s analysis of the bill as anended April 6, 2000, still applies. The
new revenue estimte is provided bel ow

TECHNI CAL CONSI DERATI ONS

The departnent understands fromthe author’'s staff that the bill, as anended

May 8, 2000, is intended to provide an exclusion only for those benefits and
paynments recei ved under the three specified plans and not for regular federa
mlitary retirenment benefits. The wording of the bill is unclear and may not
effect this intent. The attached anendnment would clarify the | anguage to achieve
the intent.
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TAX REVENUE ESTI MATE

This revenue estimate is based on the departnment’ s understandi ng of the intent of
this bill, as discussed in Technical Considerations, above.

Based on data and assunptions di scussed bel ow, the foll ow ng revenue | osses are
projected to result fromthis bill:

Esti mat ed Revenue | npact of SB 1725
As Amended May 8, 2000
Assuned Effective From 1/1/00 Wth Enactnent After 6/30/00
(In $M 1 1ions)
Fi scal Years 2000/ 01 2001/ 02 2002/ 03
Revenue | npact (Rounded) ($17) ($14) ($14)

Any possi bl e changes in enpl oynent, personal income, or gross state product that
mght result fromthis provision are not taken into account.

TAX REVENUE DI SCUSSI ON

Revenue | osses woul d depend on the amount of qualified mlitary survival annuity
paynments received in any given year for which state i ncone taxes woul d ot herw se be
i ncurred.

According to avail able data fromthe U S. Departnent of Defense, the anount of
survivor annuities paid fromspecified federal retirement plans to California
beneficiaries was over $276 mllion in 1999. This anount was indexed by 3%

annually to project the qualified paynments for year 2000 and years thereafter

This total anpbunt was reduced 15%to all ow for
current | aw exclusions for certain veterans conpensation; and
reci pients not incurring state income taxes.

A 5.5% average marginal tax rate was applied to estimate the state revenue | oss (on
the order of $13 mllion for the 2000 taxabl e year).

The 2000/01 fiscal inpact reflects all 2000 | osses plus 25% of the year 2001 | osses
to allow for reduced estinmated tax paynents.
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Pendi ng.
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FRANCHI SE TAX BOARD S
PROPOSED AMENDMENTS TO SB 1725
As Anended May 8, 2000
AVENDMENT 1
On page 2, nodify lines 22 and 23, as follows:

all federal mlitary retirement benefits received under or paynents received
under a federal Retired Serviceman's




